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ANNUAL 
1980 | REPORT 


Annual Meeting 


Shareholders are cordially invited to 
attend the Annual Meeting to be held at 
the Westin Hotel, Banff Suite, Calgary, 
Alberta on October 7, 1981 at 10:00 
A.M. 


Corporate Profile 


Petroleum Royalties Limited (Petroy) 
is a Canadian exploration and develop- 
ment Company with land holdings in 
Canada and the United States, and pro- 
duction from established oil and gas re- 
serves in Alberta. 


Company operations in the United 
States are carried out through a wholly- 
owned subsidiary Trio-Petro Inc. 
(“Trio”), a private Company incorpo- 
rated in the State of Colorado. 


A public offering of the Company’s 
Class “A” shares and stock purchase 
warrants was completed on August 6, 
1981 with the sale of 750,000 units, 
each consisting of one share and one 
warrant. A Prospectus dated July 9, 
1981, issued in connection with the pub- 
lic offering is available from the Com- 
pany’s Head Office. 


Application has been made to list the 
units of shares and warrants on the 
Toronto Stock Exchange. After October 
1, 1981 shares and warrants will be 
separately traded. The Company has 
requested the stock symbol be “PRY”. 
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Head Office 


501 - 1015 - 4th Street S.W., 
CALGARY, Alberta 

T2R 1J4 

Phone (403) 264-8212 


Board of Directors 


George Blackstock 
Edmonton, Alberta 
President of the Company 


Robert W. Blackstock 

Edmonton, Alberta 
Vice-President, Beta Well Service 
Limited 

William J. Blackstock 

Calgary, Alberta 

President, Abcon Engineering Ltd. 


Stanley W. Jones 

Calgary, Alberta 

Executive Vice-President of the 
Company 


David C. Keffer 
Calgary, Alberta 
Managing Director of the Company 


Robert H. Lee 
Edmonton, Alberta 


Officers 
George Blackstock 
President 


“Stanley W. Jones 
Executive Vice-President 


David C. Keffer 
Managing Director 


William J. Blackstock 
Vice-President and Secretary 


Robert W. Blackstock 
Treasurer 


“Appointed June, 1981 
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PRESIDENT’S REPORT 
TO THE SHAREHOLDERS 


On behalf of the Board of Directors of Petroleum Royalties Limited, it is my 
pleasure to present the Annual Report of the year ended December 31, 1980. 


Gross revenues from oil and gas sales totalled $1,175,124, a 299% increase 
over the 1979 sales of $392,518. As a result of the nearly tripling of gross revenues 
the company was able to achieve an income, before extraordinary items, of $93,822 
compared to a loss of $574,953 in the previous year. After giving effect to non- 
recurring extraordinary items net income for the year totalled $147,886 or earnings 
of $0.04 per share. 


During 1980 we increased our holdings in the United States. Major acreage 
acquisitions were made in New York State, Pennsylvania and West Virginia. The 
land assembly is part of an on-going program to establish significant holdings in the 
Appalachian Basin of the United States which the company is confident will be 
productive of oil and gas both from the established shallow horizons, and from the 
deeper overthrust zones which are at an early stage of exploration in the area. In 
1981 we expect to be drilling in New York State, Ohio, Colorado and Wyoming. If the 
results are encouraging those programs could result in significant development 
programs in 1982. 


The uncertainty over the effect of the National Energy Program was a major 
contributing affect in the termination of a public share offering planned for the fall of 
1980. | am however, pleased to report that a subsequent public offering was 
completed on August 6, 1981 by the issuance of 750,000 units of shares and 
warrants of the company’s common stock. The infusion of funds from the public 
issue will allow your company to continue planned operations in the United States 
and Canada. 


For the year 1981 the outlook for our company operations is very positive. We 
will be concentrating exploration and development activities in the United States. 
We will continue to maintain our drilling commitments in Canada in anticipation of 
improved net back for new oil and gas production. 


From a Canadian base it is our objective to build Petroleum Royalties into a 
significant international oil and gas exploration company. We will search out oppor- 
tunities in all jurisdictions where we can maximize the return on investment. 


In conclusion may | thank all shareholders for their confidence in the manage- 
ment of the company’s affairs. | want to extend my special thanks to the members of 
the Board of Directors and to the staff of the company who are responsible for the 


success of our company. 


George Blackstock 
President 


September 2, 1981 


OPERATIONS 


During the year 1980 the company participated in the drilling of 29 wells 
resulting in 5 oil completions, 18 gas wells and 7 wells which were dry and aban- 
doned. One well drilled at Lamont, Alberta is classed as a dual oil and gas producer. 


ALBERTA 
Abee 


The company drilled one gas well at Abee in 1980. Currently one well is 
producing and 3 are shut-in awaiting market. Production is under a long term 
contract and is scheduled to increase to 1,500 mcf per day in 1981. 


Jenner 


In the West Jenner Block the company drilled 3 wells during 1980. Petroleum 
Royalties has participated in the drilling of 134 gas wells in the Jenner field with 
working interest varying from 3.75% to 75%. After payout, the company’s interest 
will be approximately 40% of the gas reserves. The Jenner field constitutes the 
largest single portion of the company’s proven gas reserves. 


Lamont 


The company drilled the discovery well at Lamont in 1976. In 1980 18 wells 
were drilled, of which one well was productive of both oil and gas from separate 
zones, 2 wells were completed as oil wells and 11 as gas wells. Additional drilling to 
meet offset commitments and further delineate reservoirs are planned for 1981. 


Long Coulee 


A 23.75% working interest in a 2,560 acre farmout at Long Coulee in Southern 
Alberta was acquired in 1980, and initial well was completed as an oil producer in 
1981. Follow-up drilling in this most interesting area is planned for 1981. 


Cameron Hills 


In this field straddling the Alberta-Northwest Territories border the company 
holds interest in 123,333 gross (11,625 net) acres, principally in the Northwest 
Territories. Two gas wells were completed in 1979 and an additional gas well was 
completed during 1980. Further development in this field will be delayed pending 
establishment of markets. 


ONTARIO 


The company’s interests consist of 22,086 gross (15,460 net) acres in the 
Wainfleet area of Southern Ontario. A drilling program is planned for 1981. 


UNITED STATES 


Operations in United States are conducted through a wholly owned subsidiary 
company, Trio-Petro Inc. (“Trio”) which was acquired in 1977. Trio has been 
accumulating land in areas of geological interest especially in Indiana, Ohio, New 
York, Pennsylvania and West Virginia. In addition, Trio has well placed exploratory 
acreage in Montana, North Dakota, Wyoming and Utah. At the end of 1980. United 
States acreage inventory was 314,167 gross (139,979 net) acres. 


Our first drilling operations in the United States in Madison County, New York 
resulted in completion of a gas well. Follow-up drilling is planned for 1981. 
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PRODUCTION 


Net production of crude oil during the year amounted to 7,193 barrels compared 
to 7,051 in the year previous. Natural gas production increased to 517,319 mcf 
ROYALTIES compared to 236,704 mcf in the previous year. The increase of approximately 219% 
in production is a result of gas reserves at Lamont being placed on production during 
the year. 


SUMMARY OF DRILLING ACTIVITY 
YEAR ENDED DECEMBER 31, 1980 


Dry and 

Area SUeCOUDE DT hint rh Gast ie yi piApanconed y 
Alberta 

ADCE RRR s Poe eG musi ene — 1 1 

PITOWWOOGEE tee eee ne eee 2a 1 — — 

MENNEKEC RUE tpi meee Brit tee tek ae S — 

NLSAIMONUL . sour ee mice eu ke nee 3 12 3 

LonGgiGoulee triton kn aR eis cei a 1 — — 
Saskatchewan 

WhITESIDG (Pere ce nat ohms a — 1 
North-West Territories 

Cameron: HiliSteerer ss su eeaye — 1 | 

West Cameron Hills ........... — — | 
United States 

NOWYOFKEe renee oc nineteen abi dewtaet Te a Feet oj Qdtwend cas al © 

5 18 i 


* Drilling results for Lamont, Alberta include one well classed as a dual oil and gas producer. 


WELL 
SUMMARY 


The following table summarizes oil and gas wells in which the Company has a 
working interest as at December 31, 1980. 


Producing Producing Shut-in Oil or 
Gas wells Oil wells Capped Gas wells 
Gross Net Gross Net Gross Net 
CANADA 
Alberta 
Abee Cheba ti divtcs cet ate Al 23 
Arrowwood ............. 1 Vs) 2 Pa 
Arrowwood Gas Unit No. 1 16 24 2 .03 
Cameron Hills .......... 3 18 
EMpreSS 3444 Saget pees 1 3 
Excelsior 245 ohare ae 1 34 
Gleichenjecs suis sees § 3 2100 
JENNE A. Ada eae eee N22 5 4945 Le S100 
Lamontitacdceuc texans 6 1.01 10 3.02 23 4.13 
Long Goulee \ihaewoaas 1 te 
Wainwrightso igi. 2 29328 2 he 1 55) 
Wingtallit¢3 G34 52 ate es 1 .07 
YOungSiOWn frig ohare 1 HS 
Ontario ds4sy peoeen tee Th35 AD US 3.50 
Total. Gandday iis 7c fesse T4709 50576) ale: 00537348 Oommen pO 
UNITED STATES (1) 
Montanariud. oe! ciaeee tae cee 1 .30 
NOW: YOK: Gait oo Pee eee ee eae regh ait wi £S) 
FotaiOnited States eevee s pine ae ie .63 
TOTAL CANADA 
AND UNITED STATES ........ 147 50.76 12 2) 6) 57 15.94 


(1) Operation in the United States are conducted through a wholly-owned subsidiary Trio-Petro Inc. 
(‘Trio’). 
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Alberta 


Gross Net Producing Undeveloped 
Area Acres Acres Gross Net Gross Net 
ADQGI ice tet en aoa s 2,560 576/Pi,e00 7 > 2854) 4,280 288 
Atlee Buffalo ......... 103880 * 1,813 )1,120°} 18777 .9,760 -* 1,626 
ROYALTI ES Aldersyde ........... 1,838 919 — — 1,838 919 
Arrowwood .......... 19,3439) 3,586 171,700) 356) 17,583)) ) 3:432 
Barons North ........ 320 160 — — 320 160 
Beddingioni.aeic... 1,440 720 a — 1,440 720 
Bruceye'iate ikea 640 320. — — 640 320 
ACREAGE Cameron Hills ....... 5,920 1,066 — — ' 5,920 1,066 
Championy 2. wnycs cs 5,120 3,021 — — 5 e0y 3,021 
REPORT Empress ............ 5,600 1,867 640 213 4960 1,654 
Excelsiofi S126 sia. 4: 640 2152) 6408 F215 — —_— 
AS OF Fort Saskatchewan ... 5,650 683 — — 5,650 683 
Gleichen! ove wt sane: 1,760 1,600 1,760 1,600 — — 
DECEMBER 31,1980 Hehnee a wee biag ids 42,400 14,076 20,320 5,908 22,080 8,168 
Keystone sein isdeon: 480 AOR ca —= 480 116 
Mamontectance tees ne 35,854 3,800 16,640 930 19,214 2,870 
Long Coulee ......... 2,560 323 160 38 2,400 285 
ManninGeidiieas cases k 8,640 578 — — 8,640 578 
Stettlenis.7e i acne eae 40 40 — — 40 40 
Wainwright .......... 680 88 680 88 oe ee 
Windtall i seg 833 229) 640 12 160 5 480 ri 
Youngstown «27h)..52 7: 2,880 461 640 29 _ 2,240 432 


155,885 36,042 45,800 9,657 110,085 26,385 


British Columbia 


Steamboat Mountain... 11,801 216 — — 11,801 216 
Northwest Territories 

West Cameron Hills .. 117,318 10,559 — — 117,318 10,559 
Ontario 

Wainfleet ............ 22,086 15,460 200 140 21,886 15,320 
Saskatchewan 

Plato*Souths2e64.5 ec 160 80 — a 160 80 

Plato: North. 4254 ts< 25 320 160 a — 320 160 

Whiteside ........... 2,078 532 eo —_ 2,078 532 

2,558 772 2,558 tee 

TOTAL CANADA ........... 309,648 63,049 46,000 9,797 263,648 53,252 
UNITED STATES 

INGIAM Aas ance pers oe ee 29,725 28,238 — — 29,725 28,238 

Montana: saoerenre yas 123,657 46,423 = — 123,657 46,423 

Ne@wWoVork tahatan eee ee 97,918 32,987 40 13 97,878 32,974 

North Dakota ........ 8,855 3,116 -—— — B.O55se75) 11.0 

ONIOM se Naan pa ae mere 19,225 15,503 a — 19,225 15,503 

Pennsylvania ........ 30:100, 310,033 00 5—— Fe 30,0051 0/033 

Utahns Gee 1,280 1,280 — 1,280 1,280 

West Virginia ........ 1,007 ee) a 1,007 336 

WYOMming as. thes Sot. 2,400 2,063 — _ 2,400 2,063 
TOTAL UNITED STATES...... 314,167 139,979 40 13 314,127 139,966 


TOTAL CANADA AND 
5 UNITED STATES .......... 623,815 203,028 46,040 9,810 577,775 193,218 
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AUDITORS 
REPORT 


To the Shareholders of 
Petroieum Royalties Limited: 


We have examined the consolidated balance sheet of Petroleum Royalties 
Limited as at December 31, 1980 and the consolidated statements of income and 
deficit and of changes in financial position for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accor- 
dingly included such tests and other procedures as we considered necessary in the 
circumstances. 


In our opinion, these consolidated financial statements present fairly the finan- 
cial position of the Company as at December 31, 1980 and the results of its 
operations and the changes in its financial position for the year then ended in 
accordance with generally accepted accounting principles applied on a basis con- 
sistent with that of the preceding year. 


Beloitte Uarkino & BUls 
Chartered Accountants, 
Edmonton, Alberta 


April 9, 1981, except for Note 7 and 10 
as to which the date is July 9, 1981. 
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CONSOLIDATED 
STATEMENT 

OF INCOME 
AND DEFICIT 


Year Ended 
December 31, 1980 


REVENUE 
Ollrand: Gas aise neuen ce haga aie Soci py gut 
HALETEST RO Lee Be CORSET Ce Ree Mra ee el 4 


EXPENSES 
ODeralng Piiang (ucemer Pee Lu ahar alm eene.. 
General and administrative .................. 
Interest on long term debt ..2...20.0.20.0... 
Otheninterestizsel caebhs Mee anh Peel ne tue 


INCOME (LOSS) FROM OPERATIONS .......... 


OTHER INCOME 
Gain (loss) on foreign exchange ............. 
INCOME (LOSS) BEFORE INCOME TAXES AND 
EXTRAORDINARY TEMSrer area name Rene, 


INCOME TAXES (Note 6) 
Alberta royalty tax credit .................... 


INCOME (LOSS) BEFORE 
EXTRAORDINARYVITEM sates e ete eeele 


EXTRAORDINARY ITEMS 
Loss on sale of assetS ............2.000008- 
DSOUTO‘GIVEN Game Ce Gry pane me Raptr alt Meee 
Recovery:of bad debtuin iy Js oss oas bh pake 


NETHNCOME (LOSS aa Uitaen catwiitaPnbas rene 
DEFICIT, BEGINNING OF YEAR, 

ASIRESTATED ANGI ar RUAN CD NREL ueer ene nuLe 
COSTS RELATED TO 

TERMINATED SHARE OFFERING ............ 


DEFICIT, END OF YEAR, AS RESTATED ........ 


EARNINGS (LOSS) PER SHARE 


1980 


$1,175,124 


48,835 
22,922 


1,246,881 


313,279 
414,411 
278,711 

15,410 


151,848 
dpts,009 
73,222 


(2,202) 


71,020 


22,802 


93,822 


54,065 
54,065 


147,886 


1,709,219 


145,835 
$1,707,168 


(based on weighted average of shares outstanding) 


Income (loss) before extraordinary items .... 


Net Income: (lOSS) EL amconseckhiie:d gos ghe Gs 


$.02 
$.04 


1979 


392,518 


300 


392,818 


24,202 
479,474 
2nisfol 

33,925 


60,821 
997,173 
(604,355) 


1,063 


(603,292) 


28,339 


(574,953) 


(574,953) 


1,134,266 


$1,709,219 


$(.16) 
$(.16) 
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Approved by the Board: 


George Blackstock, Director 


William J. Blackstock, Director 


CONSOLIDATED ASSETS 
BALANCE December 31, 1980 
SHEET 1980 1979 
CURRENT ASSETS 
Cashinis: 8s iicuton ecu eae Be ee ee le Sule oG, ols arto — 
Marketable Securities ...................05. 100 100 
Accounts receivable ; 
Trades ing ti vitae eee eee itor 1,351,058 926,530 
Employees ive 0. . % a) Ghee ce ee eer ear 15,390 — 
INVentOrieS 14cia eos A ae oe ORE eerie 64,065 — 
Alberta royalty tax credit ine. cee emer ernest: 22,802 53,821 
Prepaid expenses and deposits ............. 31,494 13,401 
1,538,522 993,852 
FIXED ASSETS 
Natural resource properties ................. 5,389,529 3,195,155 
Pipeline and production equipment........... 658,736 573,017 
Other equipments ic? i.e geet enp tad tease 75,606 24,863 
Leasehold improvements .1......0.4.2......: 53,448 — 
6,177,319) ) 3,793,035 
Less accumlated depreciation, amortizatio 
and depletions sic t 2. ce ok eeees seen ee: 367,578 215,730 
5,809, 74117) 3.577.005 


$7,348,263 $4,571,157 


LIABILITIES 


CURRENT LIABILITIES 
Bank indebtedness (Note 2) .................. 
Accounts payable and accrued charges ...... 
Current portion of share purchase (Note 4) ..... 
Affiliated companies (Note 7) ................. 
DIFEGIOLSHINGIo i) Nee eer ae eee bibs Gases 


LONG TERM DEBT 
ESANIKGIOAIIS (NOLS S) Initio ict cies aca d'g’ wa Stes loners 
Share purchase (Note 4) ............0..0eeeee 
DDIFECIOSS) (INOIOK Nimes ais ees) 2 a db Wko id OR bee ores 
Affiliated companies (Note 7) ...............5. 


DEFERRED NATURAL GAS REVENUE.......... 


CONTINGENT LIABILITIES (Note 11) 


1980 


$ 228,269 
1,070,314 
44,408 
155,812 
238,178 


1,736,981 


3,100,000 
54,400 
40,000 
__782,245 
3,976,645 
233,652 
4,210,297 

5,947,278 


SHAREHOLDERS’ EQUITY 


SHARE CAPITAL (Notes 8, 9 and 10) 
Authorized 


15,000,000 Class A common shares without nominal 


or par value 
Issued and fully paid 
4,029,722 Class A common shares 
CALs O44 TOL) tack ess eda idan AS 2 


BSI OUR MINDS C PPA, ey ae oflte aaah ia Keer a Pe ae 


3,108,153 


1: /075166 
1,400,985 


$7,348,263 


1979 


$1,154,430 
873,051 
44,408 
879,605 


2,951,494 


1,182,295 
98,808 
40,000 


4,321,103 
87,626 


1,408,729 
4,360,223 


1,920,153 


1,709;219 
210,934 


$4,571,157 
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Year Ended 
December 31, 1980 


SOURCES OF WORKING CAPITAL 
Operations 
Net income (loss) before extraordinary items 
Items not affecting working capital 
Depreciation, amortization and depletion .. 
Recovery of bad debt 


Proceeds from sale of 
Production equipment) .oa aman cdee ans ee 
Natural resource properties 
Leasehold improvements ................. 
Other equipment. sas a accra ae eee 

Issue of Class A common Shares (Note 8) 

increase) In:banks loan) lune kee Meaty ae 

Advances from affiliated companies (Note 7) ... 

Deferred natural gas revenue 


USES OF WORKING CAPITAL 
Purchase of 
Other equipmentiqe si. vicesa toe eceraee ad 
Production equipment .................... 
Natural resource properties 
Leasehold improvements ................. 
Share purchase debt becoming due 
WIEHIN ONG: Yar gh aceside aha eeeateu i ee ae 
Reduction of directors’ advances ............ 
Costs related to terminated share offering .... 


DECREASE (INCREASE) IN WORKING 
CAPITAL/DERICIENGY) Sasa ta saan ote hana aie 
WORKING CAPITAL (DEFICIENCY), 
BEGINNING OF NEAR cinta haes erie eta ape 


WORKING CAPITAL (DEFICIENCY), 
END: ORV BAR oir srtd beach. tae ay Unter hears 


$ 


1980 


93,822 $ 


151,848 


54,064 


299,734 


4,402,245 


52,660 
86,833 
2,239,118 
74,208 


44,408 


145,835 
2,643,062 


1,759,183 


(1,957,642) 


$ (198,459) $(1,957,642) 


1979 


PETROLEUM 


ROYALTIES 


LIMITED 


CONSOLIDATED 
STATEMENT 

OF CHANGES 

IN FINANCIAL 


(574,953) POSITION 


60,821 


(514,132) 


488,601 


87,626 
74,151 


3,332 
43,456 
808,184 


44,408 
21,180 


920,560 


(846,409) 


(1,111,233) 


10 
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NOTES TO THE 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 


December 31, 1980 
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SIGNIFICANT ACCOUNTING POLICIES 


The consolidated financial statements have been prepared in accordance with generally accepted 
accounting principles, and reflect the following policies: 


Basis of consolidation 


The consolidated financial statements include the accounts of Petroleum Royalties Limited 
and its wholly-owned subsidiary Trio Petro Inc. 


Natural resource properties 
(a) Oil and gas 


The Company follows the full cost method of accounting for oil and gas operations wherein all 
costs relating to the exploration for and the development of such properties are capitalized. 
Such costs include land acquisition costs, geological and geophysical costs and carrying 
charges on non-productive wells. These costs are reduced by proceeds from the sale of oil 
and gas properties and also by government drilling and seismic incentives with the net costs 
accumulated in cost centres as follows: 


Canada 


Costs included in this cost centre are depleted using the composite unit of producion 
method based upon estimated proven reserves. 


Outside Canada 


Costs included in this cost centre have been capitalized pending the outcome of 
exploration and related activities. It is expected that such costs will be depleted on the 
composite unit of production method if sufficient reserves are discovered. 


(b) Mining 
Acquisiton and exploration costs of mining properties are treated on a project basis wherein 
costs are not charged to expense unless a project is abandoned. Revenue from mining 
properties is not taken into income unless the proceeds exceed the total project cost. 


Depreciation and amortization 


Depreciation and amortization of fixed assets are recorded at the following rates based on 
their cost: 


Automotive equipment 30% declining balance 
Office furniture 20% declining balance 
Leasehold improvements 10% straight line 
Pipeline and production equipment 7% straight line 


Translation of foreign currencies 
U.S. dollar accounts in these financial statements are translated into Canadian dollars on the 
following basis: 


(a) Current assets and current liabilities — at the rates of exchange prevailing at the year end. 

(b) Non-current assets (and related depreciation and amortization) and non-current liabilities — 
at the rates of exchange prevailing when the assets were acquired or the liabilities assumed. 

(c) Income and expenses (other than depreciation and amortization) — at a rate approximating 
the rate of exchange prevailing on the days of the transactions. 

(d) Gains and losses on translation of foreign currencies are included in income. 


Costs of share issue 
Costs related to the issue of shares other than the commission paid to the underwriters are 
charged to retained earnings when incurred. The proceeds received from the issue of shares 
are recorded net of the underwriters’ commission. 
Costs incurred with respect to an unsuccessful or otherwise terminated share offering are 
charged to retained earnings in the period the offering is so terminated. 


Inventory 
Inventory is valued at the lower of cost and net realizable value, with cost being determined 
on a first-in, first-out basis. 


Deferred natural gas revenue 


Revenue received under natural gas contracts in advance of production is treated as 
deferred revenue until such time as the production is delivered. 


BANK INDEBTEDNESS 


Bank indebtedness consists of: 


1980 1979 
Cheques issued in excess of bank balance ...... $228,269 $ 565,403 
Amount of bank loans due within 
one: year (Note 3) sats ica nie nore hiueinonen eo aaron: _— 589,027 
$228,269 $1,154,430 
BANK LOANS 


1980 1979 


Bank of Montreal, revolving production loan, bearing 
interest at 1% above the Bank’s prime lending $3,100,000 $ — 
FALGiOK riteran tee oa.copare im xeraen ole rch nee aR eh 


Province of Alberta Treasury Branch Demand loan 


payable bearing interest at 2% above the Treas- = 200,000 
ury Branch’s prime lending rate Demand loan 
payable in equal monthly instalments of $33,250 = 1,140,331 


including interest at 2% above the Treasury 
Branch’s prime lending rate............... 


Canadian Imperial Bank of Commerce Demand loan 
payable in equal monthly instalments of $7,500 
including interest at 244% above the Bank’s 
prime. lending:rate! 3. iem acne macen errata — 278,891 


First National Bank of Denver Demand loan bearing 
interest at 1% above the Bank’s prime lending 


PALO oe Sainte Meh e ctoiacen a flan Rae SR Oar e peice _ 152,100 
3,100,000 Nenival cee 
Less amount due within one year .............. _— 589,027 


$3,100,000 $1,182,295 


The bank loans are secured by a personal guarantee signed by George Blackstock, President of 
the Company. 


The revolving production loan is allowed to revolve freely up to a maximum of $3,500,000. Although 
the loan is of a demand nature, no specific repayment program exists, with advances to be repaid 
from future production revenue. Should the bank find it necessary to demand repayment of the loan, 
payment would be made by application of available production revenue, or by the sale of natural 
resource properties. Accordingly, since the repayment of this loan is not expected to require the use 
of existing working capital, no portion has been reflected in current liabilities. 


SHARE PURCHASE 


On September 1, 1977, the Company purchased all of the issued and outstanding shares of Trio 
Petro Inc. which is incorporated under the laws of Colorado in the United States of America. At the 
date of acquisition the purchase price was $232,033, including exchange of $23,033. The outstand- 
ing debt bears interest at 8% per annum, is due April 1, 1983 and is payable as follows: 


1980 1979 
Total/payable f2-t-nt:ucrach doe inhy Serie ae eae $98,808 $143,216 
Less amount due within one year .............. 44,408 44,408 
$54,400 $ 98,808 
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5. REMUNERATION OF DIRECTORS AND OFFICERS 


A senior officer of the Company was paid $43,625 during the year (1979 $44,461). 
6. INCOME TAXES 


ROYALTIES Losses of prior years 
WG tiirco my 


As at December 31, 1980, the Company and its wholly owned subsidiary, Trio Petro Inc. had 
cumulative losses available for tax purposes of $2,270,093 (1979, $2,405,361) as indicated 
below. No recognition has been made in the financial statements for these amounts which 
may be used in future years to reduce taxable income. 


Year of Loss Amount Year of Expiry 
NOTES TO THE Petroleum Royalties Limited 1976 $ 70,866 1981 
1977 389,910 1982 
CONSOLIDATED 1978 559,910 1983 
FINANCIAL 1979 671,803 1984 
1,692,489 
STATEMENTS MarAr TE 
Trio Petro Inc. 1975 16,482 1982 
1977 30,500 1984 
1978 131,028 1985 
1979 180,767 1986 
1980 218,827 1987 
577,604 
$2,270,093 


Computation of net income for income tax purposes 


1980 1979 

Net income (loss) per financial statements ........ $147,886 $(574,953) 
Adds Net loss: ono; Petro InGta.n vm joacie ate oe 61,014 178,673 
Depreciation and depletion ................ 151,848 60,821 
CrownsroyaltioS Ver a. ate wettest cuknetone tian ce 160,324 113,355 

DORaHONSsare eta ten hs cee he ee meee 1,660 _ 
374,846 352,849 
Less: Alberta royalty tax credit ................. 22,802 28,339 
Cumulative Canadian exploration expense — 95,964 
Cumulative Canadian development expense _ 218,150 
Foreign exploration and development ...... — 24,884 

PhOmVOaTS taxlOSSCS retaaancre a ture te ser 354,095 — 
Capital cost allowance .................-. — 82,362 

Costs related to terminated share offering .. 145,835 —_ 
522,732 449,699 
Net income (loss) for income tax purposes ............ $ — $(671,803) 


7. RELATED PARTY TRANSACTIONS 
Transactions with related parties have been in the normal course of business except for: 


(a) Interest free advances, without set repayment terms, between affiliated companies and 
directors of the Company. 

(b) By agreement effective January 1, 1980 the Company acquired working interests in leases 
denoted at “East Jenner” from G. Blackstock and Beta Well Service Limited for $409,291. 
Prior to this, these leases were subject to a pay-out agreement whereby these participants 
received 80% of the Company’s net revenue on these leases until their capital investment was 
recovered and 10% thereafter. These leases are treated as paid-out as of January 1, 1980 and 

1 3 thereafter the Company receives 90% of the net revenue on these leases; 


(c) 


The percentage of the issued share capital of Petroleum Royalties Limited owned by the affiliated 
companies and directors and the balances payable resulting from the above transactions are as 


follows: 
1980 1979 
Balance % Ownership Balance % Ownership 
Beta Well Service Limited ....... - $329,620 19.5 $ 45,682 28.4 
Custom Drilling Co. Ltd. ......... 427,714 5.0 653,200 == 
Independent Drilling & 
ExplorationiGontdaiiees tater 180,723 30.0 180,723 33.2 
938,057 879,605 
Less amount due within 
ONE: VOargoane seaside tel eleere 155,812 — 
$782,245 $879,605 
GaBlackstockeetae eet qaneer $238,178 13.4 $ — 79 
Wiss Blackstockis san eaciiaote $ 40,000 14.5 $ 40,000 — 


By agreement effective December 31, 1980 between the Company and Beta Well Service 
Limited, Custom Drilling Co. Ltd., Independent Drilling & Exploration Co. Ltd., and W. J. 
Blackstock, it was agreed that commencing January 1, 1981 all amounts owing to these 
parties by the Company would bear interest at a rate equal to the prime rate charged by the 
Bank of Montreal; and that the principal amounts presently payable to, Beta Well Service 
Limited of $329,620, Custom Drilling Co. Ltd. of $271,902, Independent Drilling & Exploration 
Co. Ltd. of $180,723, and W. J. Blackstock of $40,000 would not be repaid in any amount 
which would cause the Company to have a negative working capital balance. Repayment will 
occur annually commencing April 1, 1982, to a maximum of the positive working capital 


balance as at December 31, of the prior year. 


SHARE CAPITAL 


In the period January 1, 1980 to December 31, 1980 the following share transactions have 


occurred: 


May, 1980 


10,000 shares at $1.00 per share were issued to two employees pursuant to a stock option 
agreement. 


December, 1980 


58,000 shares at $1.00 per share were issued to the following individuals, pursuant to a 
stock option agreement. 


Gi Blackstock: a0 Bsc 8 Cte fren a rine eR eee ees ee 50,000 
De Keffer is cca Octiek nictisarai thes steey. peerage eater emcee a near eet am ES 5,000 
Other employeesis a aaa nis 6 chances Wish doers oh ase Merten eee ere ae res 3,000 

58,000 


December, 1980 


During the year ended December 31, 1978 the Company was granted continuance under the 
Canada Business Corporations Act and its authorized share capital was increased from 3,000,000 


320,000 shares at $3.50 per share were issued to the following affiliated companies in 
respect of monies owing: 


Beta Well Service: Limited 1) catj ise accrts eiaaeeese eae nites Choe ie pei ne enna 120,000 
Custom) Drilling; Cos itd og 8 a8 keris ease ol omen net eee aL an fences of dee eee 200,000 
320,000 


class A common shares to 15,000,000 class A common shares. 
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10. 


11. 


STOCK OPTION 


The Company entered into stock option agreements dated November 16, 1979 whereby it granted 
two senior officers and three employees the option to purchase collectively 204,000 class A 
common shares. The options outstanding as at December 31, 1980 are: 


58,000 class A common shares at $1.50 per share exercisable between January 1, 1981 and 
December 31, 1981, and 


58,000 class A common shares at $2.00 per share exercisable between January 1, 1982 and 
December 31, 1982. 


A further 150,000 shares have been reserved for the granting of additional stock options at the 
discretion of the directors. 


SUBSEQUENT EVENTS 


Issuance of share capital 


The Company entered into an Underwriting Agreement dated July 9, 1981 with A.E. Ames & 
Co. Limited (the Underwriter), whereby the Company has agreed to sell and the Underwriter 
has agreed to purchase on or about July 30, 1981, 750,000 Units at a price of $5.25 per Unit 
for a total consideration of $3,937,500 before underwriting commission and expenses of 
issue estimated at $375,625. Each Unit consists of 1 class A common share with an 
assigned value of $5.25 and 1 class A common share purchase warrant with an assigned 
value of NIL. Each 2 warrants give the holder the right to purchase 1 class Acommon share 
at $5.75 per share on or before June 30, 1983. 


In January, 1981, 50,000 class A common shares at $1.50 per share were issued to George 
Blackstock, President of the Company, pursuant to a stock option agreement. 


By agreement dated June 29, 1981, all of the shareholders of Beta Well Service Limited and 
Custom Drilling Co. Ltd. agreed to sell all of their common shares of those companies to a 
non-affiliated third party. Prior to the closing of the sale, all shares of Petroleum Royalties 
Limited owned by Beta Well Service Limited were sold on a proportionate basis to their 
shareholders. As well, G. Blackstock and W. J. Blackstock assumed the debt receivable 
from Petroleum Royalties Limited owed to the two companies. Custom Drilling Co. Ltd. had 
disposed of its shares in Petroleum Royalties Limited in early 1981 to companies controlled 
by the Blackstock family. 


CONTINGENT LIABILITIES 


In November, 1977 the Company commenced action against Grand Prix Natural Gas Ltd. (“Grand 
Prix”) and Vipond Oil & Gas International Ltd. under which the Company sought a declaration that a 
certain agreement dated July 24, 1974 between the plaintiff and the defendants was no longer in 
force. In February, 1978 Grand prix issued a counterclaim against the Company seeking damages 
in the amount of approximately $1,600,000. The Company is defending the counterclaim, and 
examinations for discovery were held in October, 1978. Trial has been set for October, 1981. 
Company counsel and management are endeavouring to settle this counterclaim and are of the 
opinion that any liability in respect of the counterclaim over $100,000 is unlikely. 


The Company is the defendant in an action commenced in January, 1980 by Grand Prix. The 
plaintiff seeks a judgment in the amount of $173,000, together with interest and costs, relating to the 
Company's proportionate share of costs of construction of gas facilities in the Jenner area. The 
Company has filed a statement of defence and has requested a satisfactory accounting from Grand 
Prix in respect of such construction costs. Also, Grand Prix has threatened to join with this action a 
claim in the amount of $31,375 for costs related to the construction of these gas facilities. 
Examinations for discovery were commenced in July, 1980 and are continuing. Company counsel 
and management are endeavouring to settle this claim and are of the opinion that any liability over 
$250,000 is unlikely. 


The Company is the defendant in an action commenced in February, 1980 by Grand Prix. The 
plaintiff seeks a judgment in the amount of $51,269, together with interest and costs, relating to a 
debt alleged to be owing by the Company for the supply of line pipe. The Company has filed a 
statement of defence. Company counsel and management are endeavouring to settle this claim 
and are of the opinion that any liability over $70,000 is unlikely. Any costs of settlement of the 
lawsuits described above will be treated as follows: 


(a) Principal amount of the settlements will be treated as a current addition to natural resource 


properties on the balance sheet. 


(b) Depletion on the principal amount will be charged to income as an extraordinary item in the 


current period. 


(c) Interest charged on the principal amount will be charged to income as an extraordinary item in 


the current period. 


The Company's subsidiary Trio Petro Inc. has $1,310,092 invested in natural resource properties in 
the United States. To date minimal exploration or development has taken place and no reserves are 
known to exist. Management intends to commence exploration on these properties in the 1981-82 
drilling season. The Company’s investment in and advances to Trio Petro Inc. of $2,017,206 are 


carried at cost, the realization of which is subject to reserves being located. 


12. COMPARATIVE FIGURES 


Certain of the prior year’s comparative figures have been reclassified to conform to the current 


year's presentation. 


Adjustments to the consolidated statement of income and deficit for the prior periods have been 
made as follows to reflect corrections in the method of application of the full cost method of 


accounting: 


Deficit, beginning of year, as previously reported ......... 
Cumulative adjustment to net loss ..................000 


Deficit, beginning of year as restated ..................4. 
Net loss, as previously reported .................000000- 


Capitalization of geological and geophysical 

costs previouslwexpenSed! bys see ecciss ce tees sere ae 
Reversal of amortization claimed on foreign properties .... 
Error in depletioncalculation (sa... es sales tea aacme ae 


Netuloss} -as;restated fod kro task vone-eer cee eines eee ee 


Deficit, end of year, as restated ....................0000) 


13. GEOGRAPHIC SEGMENT INFORMATION: 


Revenue: 
Ganadar Usain e raat wie bute his ee ee ee 


Canada. Pai te ei- eae bes cee Ge fcks Ba ee ee 


Canada F iccopsteeee aah aie wee bet enc tars A pee Oe ae 


1979 


$1,259,178 
(124,912) 


1,134,266 


790,210 


95,963 
24,294 
95,000 


Pai leyAey/ 
574,953 


$1,709,219 


1980 


$1,234,276 
12,605 


$1,246,881 


$ 208,900 
(61,014) 


$147,886 


$5,789,682 
1,558,581 


$7,348,263 


1978 


$ 604,617 
(50,140) 


__ 554,477 


654,561 


50,503 
24,269 


74,772 
579,789 


$1,134,266 


1979 


$ 392,818 


$ 392,818 


$ (153,639) 
(421,314) 


$ (574,953) 


$3,837,509 
733,648 


$4,571,157 
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